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NOTICE OF TARIFF TERMINATION
(OFF-SITE FACILITIES HOOK UP FEE TARIFF)
Effective April 10, 2008
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gives  notices  tha t its  Off-s ite  Facilitie s  Hook Up Fee  ("HUF") Tariff sha ll te rmina te  e ffective

11:59 p.m. on April 10, 2008.1
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Divers ified, a  family owned and opera ted business , is  opera ting a  water utility serving

approximately 1,200 meters  in northern Pinal County east and southeast of Queen Creek,

Arizona . Afte r ca re ful thought and ana lys is  and with the  input of Commiss ion Sta ff,

Divers ified has  de termined for the  reasons se t forth be low tha t it is  in the  best interes ts  of

Divers ified and its  cus tomers  to te rmina te  its  HUF and opera te  under the  Commiss ion's  long

standing main extens ion rule  (A.C.C. R14-2-406) for its  opera tions .

I. His tory of the  HUF

A. Initia l Deve lopment Was  Through Lot Splits

Divers ified's  HUF Tariff was  approved by Commiss ion Decis ion No. 61580, da ted

March 19, 1999. At the  time, Divers ified was  serving less  than 100 customers  and was
24
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1 Diversified will continue to segregate  a ll funds collected under the  HUF tariff segregated, expend them only
as authorized under Decision No. 61580 and submit reports on the how funds are expended.
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meeting system demands with a  s ingle  well and s ingle  s torage  tank system.2 Its  certifica ted

area  was jus t s tarting to see  s ignificant (for a  small system) new development.

Unfortuna te ly, tha t new growth was  occurring exclus ive ly through lega l and illega l

wildca t lot-split deve lopments . The  lot-split process  a llows deve lopers  to avoid the  regula tory

scrutiny and infras tructure  requirements  associa ted with the  subdivis ion process . It a lso

rendered the  Commiss ion's  main extens ion rule  (A.C.C. R14-2-406) ineffective  as  a  means  of

securing advances  to finance  backbone water infras tructure . While  the  cumula tive  new

demand associa ted with the  lot splits  necessita ted expansion of the  Diversified's  backbone

system, the  rule  places  no obliga tion on individual res identia l lot owners  to advance  funds for

backbone plant (even though the  same individual or group of individuals  owns numerous

lots ).
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When the  issues  confronting Divers ified were  presented to Commission Staff; a

uniform HUF was  identified as  the  mechanism ava ilable  to make  the  lot splitte rs  provide  the ir

pro ra ta  share  of the  cost of the  backbone facilities  Diversified needed to serve  the  new

deve lopment. Dive rs ified's  approved HUF Tariff re flects  the  Commiss ion's  then (1999)

s tandard templa te  Hook-Up Fee  ta riff.

B. Forma l Subdivis ions  Are  Now The  Norm

The  s itua tion in Divers ified's  ce rtifica ted a rea  is  dras tica lly diffe rent today. Pina l

County has  pursued illega l lot splitting opera tions  and the  deve lopment in Divers ified's

service  a rea  is  now occurring in an orderly fashion primarily through properly planned and

pla tted subdivis ions .
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2 Previous owners of the system had installed insufficient backbone facilities and had neglected to undertake
necessary repairs and maintenance, a llowing the  system to fa ll into disrepair. The current owners actively
addressed the system's many problems and by 1999 Hal created a system that met peak potable demands and
was compliant with a ll applicable  ADEQ regula tions.
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1 11. Reasons For Termination
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Developers  Should Pay For Development

There  is  s ignificant potentia l for growth within Dive rs ified's  ce rtifica ted a rea

and many developers have approached the Company to discuss development plans.

Divers ified wants  to ensure  tha t developers , not Divers ified's  ra tepayers , assume the  risk and

financia l respons ibility for providing the  initia l cos t of the  on-s ite  and off-s ite  (backbone)

water re la ted facilities  needed to provide  re liable  water service  to the  new developments  they
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are  proposing.

Under current circumstances , the  Commiss ion's  main extension rule  functions

effective ly. The  rule  requires  the  landowner/developer of a  subdivis ion to advance  the  funds

for the  backbone facilities  associa ted with meeting the  demand created by the  development.

The rule  a lso appropria te ly places the  risk of an unsuccessful development on the  land

owner/deve loper, while  a llowing Dive rs ified to build equity by re funding a  portion of the

revenues  genera ted from successful deve lopments . In this  way, Divers ified will be  able  to

systematically increase  its  equity investment in its  system.3

B. Dive rs ified Needs  Flexibility to Allow Qua lified Deve lope rs  to Pe rform
Actua l Cons truction
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Another important reason for te rmina ting the  exis ting HUF Tariff is  tha t it does

not a llow well s ta ffed, qualified users  and developers  to construct the  backbone intras tnlcture

associa ted with their rea l es ta te  developments . The time and manpower required to construct

new plant is  subs tantia l. Termina ting the  HUF and re lying on the  main extens ion rule  will

a llow Divers ified to concentra te  its  manpower on current opera tions  while  de lega ting to
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3 In order to accelerate  the accumulation of equity, Diversified intends to provide refunds of 15% of revenues
over a  20 year period rather than the minimum 10% for 10 years required by the Commission's main extension
rule . Diversified, however, reserves the right to increase or decrease the level and term of refunds consistent
with the Commission's main extension rule based upon the circumstances when the agreement is executed
(including, without limita tion, its  equity position, its  cash flow situa tion, its  existing and projected needs for
internal financing, as well as the  riskiness of individual development).
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qualified users /developers  the  primary responsibility for the  actua l des ign and construction of

backbone  plant. Such an a lloca tion of responsibility is  an appropria te  and good use  of

resources  tha t will benefit Divers ified's  cus tomers  by minimizing manpower cos ts .

C. The  HUF Ta riff La cks  Fle xibility

The  HUT ta riff is  not we ll suited for a  sma lle r utility with limited access  to

ma jor lende rs  and public marke t funds . The  HUF ta riff e ffective ly places  the  risk of

cons truction re la ted price  and expense  fluctua tions  on the  utility. Water infras tructure  cos ts

have  risen exponentia lly s ince  1999. Designing, constructing and securing governmenta l

approvals  for a  well and s torage  tank today costs  4 to 10 times  what it cos t in 1999. Iron ore

cos ts  have  recently risen another 65%, which will like ly trans la te  into ye t another round of

s ignificant increases  in higher s tee l prices , es timated a t 20 to 30% this  year. The  HUF tariff is

not designed to automatica lly or timely adjust to these  changes. In contras t, the  main

extension rule  requires the user developer to advance such increases to the utility, even

increases that occur after construction has commenced.

15 CONCLUS ION
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After eva lua ting the  pros  and cons  of its  HUT ta riff and re liance  on the  main

extension rule , Divers ified de termined the  HUF tariff no longer serves  the  bes t inte res ts  of

Divers ified or its  cus tomers . There fore , Divers ified has  e lected to te rmina te  the  HUF ta riff

and re ly on the  Commiss ion's  main extens ion rule  for funding of the  backbone  facilities

needed for new development within in its  certifica ted a rea .
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1 DATED this \ day of March, 2008.

2 CURTIS, GOODWIN, SULLIVAN,
UDALL & SCHWAB, P.L.C.
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501 East Thomas Road
Phoenix, Arizona 85012-3205
Attorneys for Diversified Water Utilities, Inc.
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PROOF OF AND CERTIFICATE OF MAILING

I hereby certify that on this l t d / \ day of March, 2008, I caused the foregoing
document to be served on the Arizona Corporation Commission by delivering the original and thirteen
(13) copies of the above to:
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Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
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